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A Letter of Transmittal

To: Chancellor Rosemary DePaolo and the

Board of Trustees of The University of North Carolina at Wilmington

I am pleased to submit the 2003 Financial Report for the University of North Carolina at Wilmington. The report contains the

Statement of Net Assets; the Statement of Revenues, Expenditures and Changes in Net Assets; and the Statement of Cash Flows.

The supplemental information includes the footnotes and the management discussion and analysis. Each one of these statements

is explained in further detail in the management discussion and analysis.

As you know, Dr. James R. Leutze retired as of June 30, 2003 after serving as our chancellor for thirteen years. Dr. Leutze guided

the University through a great period of growth and improvement, for which we owe him a great deal of thanks. We also

welcome a new chancellor, Dr. Rosemary DePaolo, who was selected to replace Dr. Leutze. Dr. DePaolo served as the president

of Georgia College and State University for five year before coming to our school. We are very pleased to have such a strong and

energetic chancellor to lead this University into the twenty first century.

This year, the University saw the completion of a new 263-bed residence hall named Cornerstone Hall. This residence hall

opened it's door for students in the fall term. Construction continues on a new building for the Watson School of Education. This

building is being constructed with funds from the state bond referendum approved in 2000. This facility will incorporate a

Legacy Hall to honor teachers throughout the state of North Carolina. Completion is set for the fall of 2004. We are also going

to start construction next year on a new Student Union facility for our students.

The University continues the implementation process for installing the new operating software system Banner. The first phase

of the project will be starting with the finance module, which is slated to come up on July 1, 2004. This is an arduous task that

will require thousands of man-hours to implement. We think the project is necessary in order to modernize all of our administra-

tive systems on campus.

Very truly yours,

Timothy A. Jordan

Vice Chancellor of Business Affairs



Management Discussion and Analysis

Financial Analysis

The University of North Carolina at Wilmington provides the following management's discussion and analysis (MD&A) as an

overview of the financial activities for the fiscal year ending June 30, 2003. The preceding transmittal letter and the following

financial statements and footnotes comprise our complete set of financial information. The MD&A identifies significant trans-

actions that have financial impact and highlights favorable and unfavorable trends. Comparative data for the previous year is

presented to help the user better understand the financial information.

Using the Financial Statements

The University's financial report includes three basic comprehensive financial statements that depict the financial activity and

fiscal condition of the university for the current year: the Statement of Net Assets; the Statement of Revenues, Expenses and

Changes in Net Assets; and the Statement of Cash Flows. These financial statements are prepared in accordance with Govern-

ment Accounting Standards Board (GASB) principles. During 2002, the University adopted GASB Statement No. 35, Basic

Financial Statements - Management's Discussion and Analysis -for Public Colleges and Universities, as amended by GASB
Statements No. 37 and No. 38. These GASB statements establish standards for external financial reporting for public colleges

and universities and require that financial statements be presented on a consolidated basis to focus on the university as a whole,

with resources classified for accounting and reporting purposes into four net asset categories. Previous financial reporting

requirements focused on the accountability of individual fund groups rather than on the University as a single unified entity. Our

current statements present financial information in a form similar to that used by corporations. The accrual basis of accounting

has been used to prepare the statements. This method of accounting requires that revenues and assets are recognized when the

service is provided. Expenses and liabilities are recognized when others provide services, regardless of when cash is exchanged.

The Statement of Net Assets includes all University assets and liabilities. The University's net assets (the monetary difference

between total assets and total liabilities) are one indicator of the University's financial viability. Over time, changes in net assets

provide information on the improvement or erosion of the University's financial condition when considered with non-financial

facts such as enrollment levels and the condition of facilities.

The Statement of Revenues, Expenses and Changes in Net Assets presents the revenues earned and expenses incurred during the

fiscal year. Financial activities are reported as either operating or non-operating. GASB Statement No. 35 classifies state

appropriations and gifts as non-operating revenues. With state appropriations and gifts being classified as non-operating

revenues, most public institutions will report an operating deficit. In the past, state appropriations and gifts were included as

normal operating revenues, and contributed to operation expenditures, which generally resulted in a net positive number for

operating income.

Another important factor to consider when evaluating the financial viability of the University is the ability to meet financial

obligations as they mature. The Statement of Cash Flows presents information that allows the reader to evaluate the University's

ability to meet its financial obligations on a current basis.

Financial Highlights

The State again suffered a revenue shortfall that caused the University to revert $3.0 million back to the State. This amount

represents 5.2% of the University's state appropriation. Along with the $3.0 million in reversion, the University endured a

permanent reduction of state appropriation in the amount of $2.03 million. This continuing reduction in financial resources

caused the University to eliminate programs, as well as lay off employees, restrict the filling of some vacant positions and

eliminate others.



Also during last fiscal year, the University did not receive state funds for repair and replacement, which are traditionally used to

keep state-funded facilities properly maintained. Normally, the University expects to receive somewhere between $1.5 and $2

million in state repair and replacement funds. Despite this decrease in state funding, the University's net assets increased by

$13.2 million last year. Most of this increase is due to increases in tuition and fee revenues, the University's cost-cutting efforts

and the viability of non-state supported activities.

The University continued to grow with several capital projects. The University expended $13.0 million in state bond

referendum capital funds. This capital funding is part of the bonds that were approved in 2000. The University is earmarked to

receive a total of $109.2 million for capital projects under the statewide bond program. Most of the funds received this year were

used to continue construction on a new building for the Watson School of Education, expand the warehouse and printing

services. Both the primary infrastructure and technology infrastructure were in process. With debt proceeds, we funded the new
residence building. Cornerstone Hall, located between the International and Honors residence halls. This building is three

stories high and contains 263 beds. This facility opens in the fall of 2003.

Bonds payable for the University went up by $34.1 million during 2003, as a result of issuing $36.7 million in debt to begin

constructing a new student union and several campus renovations. This new union is needed to provide services for our continu-

ing student growth.

The University's endowment received gifts of $837,000 last fiscal year. The total return for the same period was 1.9%. This

positive return was the result of the improved performance of the equity markets.

The University is still experiencing strong enrollment growth as illustrated by the graph below, which depicts enrollment growth

over the last five years. The headcount for the University is up by over 1,600 students over the last five years.
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Statement of Net Assets

The Statement of Net Assets presents the assets (current and noncurrent), liabilities (current and noncurrent), and net assets

(total assets minus total liabilities) of the University. This statement provides a fiscal snapshot of the University's financial

position as of June 30, 2003. The data provides readers of this statement information on assets available to continue operations;

amounts due vendors, investors, and lending institutions; and the net assets available for expenditure by the University.

Condensed Statement of Net Assets

June 30, as Indicated

Assets

Current Assets

Noncurrent Assets

Total Assets

2003

$ 45,180,088

223,246,775

268,426,863

Percent

16.8% $

83.2%

100.0%

2002

36,019,093

177,408,336

213,427,429

Percent

16.9%

83.1%

100.0'/

Liabilities

Current Liabilities

Noncurrent Liabilities

Total Liabilities

16,184,414

84,282,386

100,466,800

16.1%

83.9%

100.0%.

10,425,922

48,263,771

58,689,693

17.8%

82.2%

100.0'/

Net Assets

Invested in Capital Assets 113,383,372 67.5% 99,504,286 64.3%

Restricted - Nonexpendable 16,953,301 10.1% 15,259,886 9.9%

Restricted - Expendable 18,863,489 11.2% 20,644,391 13.3%

Unrestricted 18,759,900 11.2% 19,329,174 12.5%

Total Net Assets $ 167,960,062 100.0% $ 154,737,737 100.0%

Net asset categories are defined in Note 1 Subsection L, of the Footnotes to the financial statements

On June 30, 2003 total University assets were $268.4 million. The largest asset categories include the University's investment in

capital assets ($1 1 6. 1 million), cash and cash equivalents ($77.9 million) and endowment and other investments ($30.5 million).

The cash position increased by over $30 million because the bond proceeds are sitting in the State Treasurer Investment Fund

that we borrowed to build the new union.

University liabilities totaled $100.5 million on June 30, 2003. Long term debt of $74.1 million, consisting of bonds payable,

notes payable, and capitalized lease obligations, is the largest liability category. Total liabilities increased $41.8 million from

June 30, 2002 primarily due to the issuance of $36.7 million in bonds for the construction of a new student union and other

renovations on campus.



Statement of Revenues, Expenses, and Changes in Net Assets

Changes in total net assets as presented on the Statement of Net Assets section are based on the activity reported in the Statement

of Revenues. Expenses, and Changes in Net Assets. The purpose of this statement is to present the revenues received by the

institution, both operating and non-operating, and the expenses paid by the institution, operating and non-operating, as well as

any other revenues, expenses, gains and losses received or expended by the institution.

Operating revenues are received for providing goods and services to the various customers and constituencies of the University.

Operating expenses are used to acquire or produce the goods and services provided in return for the operating revenues, and to

carry out the mission of the University. Non-operating revenues are revenues received for which goods and services are not

provided; i.e., state appropriations and investment income. Non-operating expenses include interest expense, extraordinary

items, and accounting changes/corrections, i.e., expenses not involved in the normal operations of the University.

Condensed Statement of Revenues, Expenditures and Changes in Net Assets

For Year Ended June 30, as Indicated

Operating Revenue

Tuition and fees (net)

Sales and services (net)

Grants and contracts

Other

Total operating revenue

2003

83,076.567

Percent

2002

79,913,995

Percent

$ 43,309,023 52.1% $ 38,436,189 48.1%

18,593,634 22.4% 21,377,055 26.8%

19,359,634 23.3% 18,690,297 23.4%

1,814,276 2.2% 1,410,454 1.8%

100.0%

Operating Expenses

Salaries and Benefits

Supplies and Materials

Services

Scholarships

Utilities

Depreciation

Total operating expense

Operating income (loss)

Non-operating Revenues (Expenses)

State appropriation

Capital gifts and grants

Non-capital gifts and grants

Other

Total non-operating revenues

and expenses

Increase in net assets

Net assets - beginning of year

Restatements

Net assets - end of year

86,724,676 61.0% 83,758,791 60.6%

5,072,771 3.6% 7,875,129 5.7%

34,698,684 24.4% 32,180,783 23.3%

5,490,928 3.9% 5,041,630 3.6%

4,704,964 3.3% 4,323,613 3.1%

5,395,199 3.8% 4,950,312 3.6%

142,087,222

(59,010,655)

72,687,584

13,676,929

154,737,736

(454,603)

167,960,062

100.0%

138,130,258

(58,216,263)

60,419,944

242,802,147

(90,268,090)

154,737,736

100.0%

55,586,556 76.5% 53,809,951 89.1%

12,698,880 17.5% 4,063,782 6.7%

4,179,297 5.7% 3,094,558 5.1%

222,851 0.3% (548,347) (0.9%)

100.0%



Student tuition and fees ($43.3 million) and sales and services from auxiliary enterprises ($18.6 million) account for 75% of the

University's operating revenue. Per GASB #35, state appropriations must be reported as non-operating revenue even though this

revenue source covers operating expenses. The University's financial statements will show an operating loss in future years

because of this required change in reporting revenue sources.

The major operating expense categories include salary and benefit payments to faculty and staff ($86.7 million) and payments

to vendors and suppliers for services and goods ($34.7 million). These two expenses are the two major operating expenditures

and account for over 85% of the University expenses.

Statement of Cash Flows

The Statement of Cash Flows provides information about cash receipts and cash payments during the year. The Statement of

Cash Flows also helps users assess the University's:

* Ability to generate future net cash flows,

* Ability to meet its obligations as they come due, and

* Need for external financing.

Condensed Statement of Cash Flows

For the Years Ended June 30, as Indicated

2003 2002

Cash provided (used) by:

Operating activities $ (50.371,808) $ (54,582,209)

Non-capital financing activities 60,169,645 58,863,258

Capital financing activities 19,712,136 3,743,476

Investing activities 5,812,469 (207,012)

Net change in cash 35,322,441 7,817.513

Cash, beginning of year

$

42,634,909 34,817,395

Cash, ending of year 77,957,350 $ 42,634,908

Major sources of funds included in operating activities are student tuition and fees ($40.3 million), auxiliary enterprises

($17.1 million), and contracts and grants ($20.2 million).

Major uses of funds in operating activities are compensation to employees ($85.2 million) and payments to suppliers for goods

and services ($41.8 million).

The largest inflow of cash in the non-capital financing activities is the State of North Carolina appropriation of $55.6 million.

The new accounting standards require the University to reflect this source of revenue as non-operating even though the University's

budget depends on these funds to continue the current level of operations. Other non-capital financing activity includes gifts

received ($2.5 million).

Cash provided by capital financing activities during fiscal year 2003 include proceeds for a bond issue for a new student union

in the amount of $30.0 million and capital state appropriations of $12.4 million.

Cash used in capital financing activities during fiscal year 2003 was primarily for the acquisition of capital assets ($26.3

million) and the repayment of debt ($2.8 million).



Capital Asset and Debt Administration

Capital Assets

The University had $148.0 million invested in capital assets at year end.

Capital Assets

June 30, as Indicated

(Net of Depreciation)

2002

Land $ 3.118.678 $ 2,928,678

Art, Literature, and artifacts 814,733 774,954

Construction in progress 28,052,609 12.605,090

Buildings 98.458,706 90,317,206

Machinery and equipment 7,463,824 7,247,302

Infrastructure 10,119,980 10,536,726

Total capital assets $ 148,028,530 $ 124,409,956

Capital projects scheduled for completion in 2003-2004 include a new building for the Watson School of Education at a cost of

$16 million.

More detailed information on the University's capital assets is presented in Note 6 in the footnote to the financial statements.

Debt

The University has $73.6 million in outstanding bonds, notes and capital leases on June 30, 2003 of which $73.1 million is for

outstanding bonds. New debt includes the issuance of bonds at $30 million for constructing a new student union, and $6.7

million for various housing, parking and food service projects.

More detailed information on the University's long-term obligations is presented in Note 8 in the Footnotes to the financial

statements.

Economic Forecast

Management believes that the University is well positioned to continue its strong financial condition and level of excellence in

service to students, the community, and other constituencies. The University's strong financial position should provide a high

degree of flexibility in obtaining debt funds on competitive terms. This flexibility, along with the University's ongoing efforts

toward revenue diversification and cost containment, will enable the University to provide the necessary resources to support a

continued level of excellence well into the future.

The state appropriation for 2003 went up by $ 1 .8 million or 2.9% from the previous year. This increase is the result of increased

funding for the enrollment increase on campus, and improvement in the state economy, which we hope continues to improve

into 2004.



Capital gifts and grants were up by $8.6 million over last year. This represents and increase of over 14% and is due to the

increased funding for the capital project on campus with the 2000 statewide bond projects that were approved.

Tuition and fee income went from $38.4 million in 2002 to $43.3 million in 2003. This represents an increase of $4.8 million and

6. 1%. Tuition has become a larger percentage of operating income over the last several years. This will probably be true for 2004

which will have a 5% increase in both in-state and out-of-state tuition.

Private gifts and grants are an important supplement to the fundamental support from the State and student tuition. Gifts are also

a significant factor in the growth and quality of academic units. Economic pressures affecting donors may also affect the future

level of support the University receives from corporate and individual giving. Non-capital gifts increased this year by $1.1

millions to $4.2 million.

While it is not possible to predict the ultimate results, management believes that the University's financial condition is strong

enough to weather any foreseeable economic uncertainties.

Contacting the University's financial management

This financial report is designed to provide our students, citizens, investors and creditors with a general overview of the University's

finances and demonstrate accountability of all funds received. Questions or additional financial information may be obtained by

contacting University Financial Services at (910) 962-3144.



Statement of Net Assets

June 30, 2003

ASSETS
Current Assets

Cash and cash equivalents $ 28,304,763.56

Restricted cash and cash equivalents 10,347,397.43

Receivables, net (Note 4) 5,124,177.41

Inventories 550,053.14

Notes receivable, net (Note 4) 853.696.81

Total current assets 45,180,088.35

Noncurrent Assets

Restricted cash and cash equivalents 39,305,190.48

Receivables, net (Note 4) 51,135.41

Restricted Due from primary government 1 ,5 1 1 ,799.63

Endowment investments 18,845,913.26

Other long-term investments 1 1,624,138.63

Notes receivable, net (Note 4) 3,880,067.09

Capital assets - nondepreciable (Note 5) 31 ,986,02 1 .09

Capital assets - depreciable, net (Note 5) 116,042,509.29

Total noncurrent assets 223,246,774.88

Total Assets 268,426,863.23

LIABILITIES

Current Liabilities

Accounts payable and accrued liabilities (Note 6) 6,267,988.88

Arbitrage Rebate Payable 47,478.65

Due to primary government 22,586.73

Deferred revenue 5,029,453.66

Interest Payable 1,254,386.70

Long-term liabilities-current portion (Note 7) 3,562,518.94

Total current liabilities 16,184,413.56

Noncurrent Liabilities

Other payables 133,666.70

Funds held for others 4,642,166.14

US Government Grants Refundable 4,163,126.52

Long-term liabilities (Note 7) 75,343,427.43

Total noncurrent liabilities 84.282.386.79

Total liabilities 100,466.800.35

NET ASSETS
Invested in capital assets, net of related debt 113,383,371.76

Restricted for

Nonexpendable

Scholarships and fellowships 7,698,039.02

Research 812,309.10

Endowed professorships 2,487,362.64

Departmental uses 5, 1 86,454.39

Loans 769,135.64

Expendable

Scholarships and fellowships 3,312,401.12

Endowed professorships 1 .95 1 ,888.40

Research 320,683.40

Departmental uses 5, 1 53,329.3

1

Loans 220,849.87

Capital projects 3,239,392.33

Unrestricted 18,759,899.90

Total net assets $ 167,960,062.88

10



Statement of Revenues, Expenses, and Changes in Net Assets

For the Year Ended June 30, 2003

REVENUES
Operating Revenues

Student tuition and fees, net (Note 9) $ 43,309,022.66

Federal grants and contracts 16,862,073.68

State and local grants and contracts 1 ,485,728.57

Nongovernmental grants and contracts 1,011 ,832.26

Sales and services, net (Note 9) 1 8,593,634.02

Interest earnings on loans 1 9,488.72

Other operating revenues 1,794,787.41

Total operating revenues 83,076,567.32

EXPENSES
Operating Expenses

Salaries and benefits 86,724,675.93

Supplies and materials 5,072,770.78

Services 34,698,684.38

Scholarships and fellowships 5,490,928.14

Utilities 4,704,964.33

Depreciation 5,395,198.50

Total operating expenses 142,087,222.06

Operating (loss) (59,010,654.74)

NONOPERATING REVENUES (EXPENSES)
State appropriations 55,586,555.82

Noncapital grants 623,098.76

Noncapital gifts, net (Note 9) 2,723,601.24

Investment income (net of investment expense of $31,505) 2,641,300.44

Interest and fees on capital asset-related debt (2,388,506.46)

Other nonoperating revenues (expenses) (29,943.36)

Net nonoperating revenues 59.156,106.44

Income before other revenues, expenses, gains, or losses 145,451.70

Capital grants 12,377,145.00

Capital gifts 321,734.51

Additions to permanent endowments 832,598.26

Total other revenues and expenses 13,531,477.77

Increase (Decrease) in net assets 1 3,676,929.47

NET ASSETS
Net assets-beginning of year (Note 18) 154,737,736.54

Restatement (Note 1 8

)

(454,603.13)

Net assets-end of the year $ 1 67.960.062. SS



Statement of Cash Flows - Direct Method
For the Year Ended June 30, 2003

CASH FLOWS FROM OPERATING ACTIVITIES
Student tuition and fees, net $ 43,022,365.43

Auxiliary enterprise charges 17,103,603.24

Contracts and grants 20,404,603.94

Payments to employees for services (85,161,797.99)

Payments to vendors and suppliers (41,807,304.99)

Payments for scholarships and fellowships (5,490,928. 14)

Loans issued to students ( 1 ,029,495 .00)

Collection of loans to students 942,520.00

Interest earned on loans 16,859.45

Other receipts (payments

)

1,627,492.24

Net cash used by operating activities (50,371,809.00)

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
State Appropriations 55,586,555.82

Grants for other than capital purposes 424,279.54

Gifts 2.546,194.38

Additions to endowments 832,598.26

Related activity agency transactions 780,017.96

Net cash provided by noncapital financing activities 60,169,645.96

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES

Proceeds from capital debt 37,239,022.25

Capital state appropriations 12,377,145.00

Capital grants 649,780.97

Capital gifts 321.734.51

Purchases of capital assets (26,330,623.87)

Principal paid on capital debt (2.805,374.44)

Interest paid on capital debt (1,821,876.65)

Other receipts (payments) 82,328.41

Net cash provided by capital and related financing activities 19,712,136.18

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sales and maturities of investments 25,324,530.93

Purchase of investments ( 22,375,452.78)

Interest on investments 2,863.391.11

Net cash provided by investing activities 5,812,469.26

Net increase in cash and cash equivalents 35,322,442.40

Cash and cash equivalents, July 1 , 2002 42,634,909.07

Cash and cash equivalents, June 30, 2003 $ 77,957,351.47



Statement of Cash Flows - Direct Method
For the Year Ended June 30, 2003

Reconciliation of net operating revenues (expenses) to

net cash provided (used) by operating activities:

Operating (loss) $ (59,010,654.74)

Adjustments to reconcile operating (loss) to net cash

provided (used) by operating activities:

Depreciation expense 5,395,198.50

Changes in assets and liabilities:

Receivables, net (509,368.25)

Due from primary government 943,758.06

Inventories (90,750.58)

Other assets 178,927.88

Accounts payable & accrued liabilities 917,628.51

Deferred revenue 465,083.62

Compensated absences 1 ,432,860.00

Note principal repayments 934,976.00

Notes issued ( 1 ,029,495.00)

Net cash provided (used) by operating activities; (50,371,809.00)

Reconciliation of Cash and Cash Equivalent Balances:

Current Assets 38,652,160.99

Noncurrent Assets 39,305 , 1 90.48

Total Cash and Cash Equivalent Balances $ 77,957,351.47



Notes to the Financial Statements

Note 1 - Significant Accounting Policies

A. Financial Reporting Entity - The concept underlying the definition of the financial reporting entity

is that elected officials are accountable to their constituents for their actions. As required by account-

ing principles generally accepted in the United States of America, the financial reporting entity

includes both the primary government and all of its component units. An organization other than a

primary government serves as a nucleus for a reporting entity when it issues separate financial state-

ments. The University of North Carolina at Wilmington is a constituent institution of the sixteen

campus University of North Carolina System, which is a component unit of the State of North Caro-

lina and an integral part of the State's Comprehensive Annual Financial Report.

The accompanying financial statements present all funds belonging to the University and its compo-

nent units. While the Board of Governors of the University of North Carolina System has ultimate

responsibility, the Chancellor, the Board of Trustees, and the Board of Trustees of the Endowment

Fund have delegated responsibilities for financial accountability of the University's funds. Although

legally separate, the Watson Foundation is a component unit of the University, and is reported as if

they were part of the University.

The Donald R. Watson, Inc. is governed by a five-member board of which three are appointed by the

Board of Trustees of the University of North Carolina at Wilmington. Although legally separate, the

Foundation is reported as if it were part of the University because its sole purpose is to operate

exclusively to solicit and receive contributions and to distribute income and principal to carry out the

purposes of selected organizations including the University.

Separate financial statements for the Watson Foundation may be obtained from the University

Financial Services Office, 60 1 South College Road, Wilmington, NC 28403-5952 or by calling (9 1 0)

962-3144. Other related foundation and similar non-profit corporations for which the University is

not financially accountable are not part of the accompanying financial statements.

B. Basis of Presentation - The accompanying financial statements are presented in accordance with

accounting principles generally accepted in the United States of America as prescribed by the

Governmental Accounting Standards Board (GASB).

Pursuant to the provisions ofGASB Statement No. 34, Basic Financial Statements - and Management's

Discussion and Analysis -for State and Local Governments, as amended by GASB Statement

No. 35, Basic Financial Statements - and Management's Discussion and Analysis - For Public-

Colleges and Universities effective for the University's year ended June 30, 2003, the full scope of

the University's activities is considered to be a single business-type activity (BTA) and accordingly,

is reported within a single column in the basic financial statements.

In accordance with GASB Statement No. 20, Accounting and Financial Reporting for Proprietary

Funds and Other Governmental Entities That Use Proprietary Fund Accounting, the University

does not apply Financial Accounting Standards Board (FASB) pronouncements issued after

November 30, 1989, for proprietary activities, unless the GASB amends its pronouncements to

specifically adopt FASB pronouncements issued after that date.

C. Basis of Accounting - The financial statements of the University have been prepared using the

economic resource measurement focus and the accrual basis of accounting. Under the accrual basis,

revenues are recognized when earned, and expenses are recorded when an obligation has been

incurred.
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D. Nonexhange Transactions - These are transactions in which the University receives (or gives)

value without directly giving (or receiving) equal value in exchange includes state appropriations,

certain grants, and donations. Revenues are recognized, net of estimated uncollectible amounts,

as soon as all eligibility requirements imposed by the provider have been met, if probable of

collections.

E. Cash and Cash Equivalents - This classification appears on the Statement of Net Assets and the

Statement of Cash Flows and include undeposited receipts, petty cash, cash on deposit with private

bank accounts, savings accounts, money market accounts, cash on deposit with fiscal agents, and

short-term investments with the State Treasurer's Cash and Investment Pool (a governmental exter-

nal investment pool). The short-term investment portfolio maintained by the State Treasurer has the

general characteristics of a demand deposit account in that participants may deposit and withdraw

cash at any time without prior notice or penalty. All other short-term investments are reported as

investments.

F. Investments - This classification includes long-term fixed income investments, repurchase agree-

ments, equity investments, mutual funds, money market funds, certificates of deposit, limited part-

nerships, real estate investment trusts, real estate, and other asset holdings by the University. Except

for money market funds, certificates of deposit, real estate not held by a governmental external

investment pool and other asset holdings, investments are accounted for at fair value, as determined

by quoted market prices, or an amount determined by management if quoted market prices are not

available. The net increase (decrease) in the fair value of investments is recognized as a component

of investment income.

Money market funds, certificates of deposit, real estate not held by a governmental external invest-

ment pool and other asset holdings are reported at cost, if purchased, or at fair value or appraised

value at date of gift, if donated.

G. Receivables - Receivables consist of tuition and fees charges to students and charges for auxiliary

enterprises' sales and services. Receivables also include amounts due from the Federal government.

state and local governments, private sources in connection with reimbursement of allowable

expenditures made pursuant to contracts and grants, and pledges that are verifiable, measurable,

and expected to be collected and available for expenditures for which the resource providers condi-

tions have been satisfied. Receivables are recorded net of estimated uncollectible amounts.

H. Inventories - Inventories, consisting of expendable supplies and merchandise for resale, are stated

at the lower of cost or market value using the first-in, first-out method.

I. Capital Assets - Capital assets are stated at cost at date of acquisition or fair value at date of donation

in the case of gifts. The University capitalizes assets that have a value or cost in excess of $5,000 at

the date of acquisition and an expected useful life of one or more years. Library books are expensed.

Depreciation is computed using the straight-line method over the estimated useful lives of the assets,

generally 50 years for infrastructure, 50 years for buildings and 3 to 15 years for equipment.

The University does not capitalize the Rare Book and the Museum of World Cultures collections.

These collections adhere to the University's policy to maintain for public exhibition, education or

research; protect, keep unencumbered, care for, and preserve; and requires proceeds from their sale

to be used to acquire other collection items. Accounting principles generally accepted in the United

States ofAmerica permit collections maintained in this manner to be charged to operations at time of

purchase rather than capitalized.

J. Restricted Assets - Restricted assets represent assets whose use is restricted by external parties

or by law through constitutional provisions or enabling legislation.



K. Noncurrent Long-Term Liabilities - Noncurrent long-term liabilities include principal amounts of

bonds payable, notes payable, capital lease obligations and compensated absences that will not be

paid within the next fiscal year.

Bonds payable are reported net of unamortized premium or discount and deferred losses on refundings.

Premium discounts and issuance costs are expensed. The deferred losses on refundings are amor-

tized over the life of the old debt using the straight-line method.

L. Compensated Absences - The University's policy is to record the cost of vacation leave when earned.

The policy provides for a maximum accumulation of unused vacation leave of 30 days which can be

carried forward each January 1 st or for which an employee can be paid upon termination of employ-

ment. Also, any accumulated vacation leave in excess of 30 days at year-end is converted to sick

leave. Under this policy, the accumulated vacation leave for each employee at June 30th equals the

leave carried forward at the previous December 31st plus the leave earned, less the leave taken

between January 1 st and June 30th.

When classifying compensated absences into current and noncurrent, leave is considered taken using

a last in, first out (LIFO) method.

There is no liability for unpaid accumulated sick leave because the University has no obligation to

pay sick leave upon termination or retirement. However, additional service credit for retirement

pension benefits is given for accumulated sick leave upon retirement.

M. Net Assets - The University's net assets are classified as follows:

Invested in Capital Assets, Net of Related Debt - This represents the University's total investment

in capital assets, net of outstanding debt obligations related to those capital assets. To the extent debt

has been incurred but not yet expended for capital assets, such amounts are not included as a compo-

nent of invested in capital assets, net of related debt.

Restricted Net Assets - Nonexpendable - Nonexpendable restricted net assets include endowments

and similar type assets whose use is limited by donors or other outside sources and as a condition of

the gift, the principal is to be maintained in perpetuity.

Restricted Net Assets - Expendable - Expendable restricted net assets include resources in which

the University is legally or contractually obligated to spend the resources in accordance with restric-

tions imposed by external parties.

Unrestricted Net Assets - Unrestricted net assets include resources derived from student tuition and

fees, sales and services, unrestricted gifts, royalties, and interest income.

Restricted and unrestricted resources are tracked using a fund accounting system and are spent in

accordance with established fund authorities. Fund authorities provide rules for the fund activity and

are separately established for restricted and unrestricted activities. When both restricted and unre-

stricted funds are available for expenditure, the decision for funding is transactional based within the

departmental management system in place at the University. For projects funded by the tax-exempt

debt proceeds and other sources, the debt proceeds are always used first.

N. Scholarship Discounts - Student tuition and fees revenues and certain other revenues from Univer-

sity charges are reported net of scholarship discounts in the accompanying Statement of Revenues,

Expenses, and Changes in Net Assets. The scholarship discount is the difference between the actual

charge for goods and services provided by the University and the amount that is paid by students or

by third parties on the students' behalf. Student financial assistance grants, such as Pell grants, and



other federal, state or nongovernmental programs, are recorded as either operating or non-operating

revenues in the accompanying Statement of Revenues, Expenses, and Changes in Net Assets. To the

extent that revenues from these programs are used to satisfy tuition, fees, and other charges, the

University has recorded a scholarship discount.

Revenue and Expense Recognition - The University classifies its revenues and expenses as

operating or nonoperating in the accompanying Statement of Revenues, Expenses, and Changes in

Net Assets. Operating revenues and expenses generally result from providing services and producing

and delivering goods in connection with the University's principal ongoing operations. Operating

revenues include activities that have characteristics of exchange transactions, such as (1) student

tuition and fees, (2) sales and services of auxiliary enterprises, (3) certain federal, state and local

grants and contracts that are essentially contracts for services, and (4) interest earned on loans.

Operating expenses are all expense transactions incurred other than those related to capital and

noncapital financing or investing activities as defined by GASB Statement No. 9, Reporting Cash

Flows of Proprietary and Nonexpendable Trust Funds and Government Entities That Use Propri-

etary Fund Accounting.

Nonoperating revenues include activities that have the characteristics of nonexchange transactions.

Revenues from nonexchange transactions and state appropriations that represent subsidies or gifts to

the University, as well as investment income, are considered nonoperating since these are either

investing, capital or noncapital financing activities. Capital contributions are presented separately

after nonoperating revenues and expenses.

Internal Sales Activities - Certain institutional auxiliary operations provide goods and services to

University departments as well as to its customers. These institutional auxiliary operations Include

activities such as Central Stores, Printing, Garage and Lease Operations, Postal Services, and

Telecommunications. In addition, the University has other miscellaneous sales and service units that

operated either on a reimbursement or charge basis. All internal sales activities to University depart-

ments from auxiliary operations and sales and service units have been eliminated in the accom-

panying financial statements. These eliminations are recorded by removing the revenue and expense

in the auxiliary operations and sales and service units and, if significant, allocating any residual

balances to those departments receiving the goods and services during the year.

Note 2 - Deposits and Investments

A. Deposits - Unless specifically exempt, the University is required by General Statute 147-77 to

deposit moneys received with the State Treasurer or with a depository institution in the name of the

State Treasurer. In addition, the University of North Carolina Board of Governors, pursuant to

General Statute 1 16-36.1, requires the University to deposit its institutional trust funds, except for

funds received for services rendered by health care professionals, with the State Treasurer. Although

specifically exempted, the University may voluntarily deposit endowment funds, special funds,

revenue bond proceeds, debt service funds, and funds received for services rendered by health care

professionals with the State Treasurer. Special funds consist of moneys for intercollegiate athletics

and agency funds held directly by the University.

Deposits include cash and cash equivalents and certificates of deposit totaling $78,478,351. At year-

end, cash on hand was $25,200. The University's portion of the State Treasurer's Investment Pool

was $77,278,325. It is the State Treasurer's policy and practice for deposits not covered by federal

depository insurance to be covered by collateral held by the State of North Carolina's agent in the

name of the State and for investments to be held by the State's agent in the State's name. The carry-

ing amount of the University's deposits not with the State Treasurer was $653,826 and the bank



balance was $653,826. Of the bank balance, $66,674 was covered by federal depository insurance

and $587,153 was uninsured and uncollateralized.

North Carolina General Statutes 147-69. 1(c), applicable to the State's General Fund and 147-69.2,

applicable to institutional trust funds, authorize the State Treasurer to invest in the following: obliga-

tions of or fully guaranteed by the United States; obligations of certain federal agencies; repurchase

agreements; obligations of the State of North Carolina; time deposits of specified institutions; prime

quality commercial paper, and asset-backed securities with specified ratings. Also, General Statute

147-69. 1(c) authorizes the following: specified bills of exchange or time drafts and corporate bonds

and notes with specified ratings. General Statute 147-69.2 authorizes the following: general obliga-

tions of other states; general obligations of North Carolina local governments; and obligations of

certain entities with specified ratings.

The financial statements and disclosures for the State Treasurer's Investment Pool are included in the

State of North Carolina's Comprehensive Annual Financial Report. An electronic version of this

report is available by accessing the North Carolina Office of the State Controller's Internet home

page http://www.osc.state.nc.us/ and clicking on "Financial Reports", or by calling the State

Controller's Financial Reporting Section at (919) 981-5454.

Investments - The University is authorized by The University of North Carolina Board of Governors

pursuant to General Statute 1 16-36.2 and Chapter VI of the Administrative Manual of the University

of North Carolina, to invest its special funds and funds received for services rendered by health care

professionals in the same manner as the State Treasurer is required to invest, as previously discussed.

In accordance with the bond resolutions, bond proceeds and debt service funds are invested in obli-

gations which will by their terms mature on or before the date funds are expected to be required for

expenditure or withdrawal.

General Statute 1 16-36(e) provides that the trustees of the Endowment Fund shall be responsible for

the prudent investment of the Fund in the exercise of their sound discretion, without regard to any

statute or rule of law relating to the investment of funds by fiduciaries but in compliance with any

lawful condition placed by the donor upon that part of the Endowment Fund to be invested.

Investments of the University's component unit, the Watson Foundation is subject to and restricted

by General Statute 36B "Uniform Management of Institutional Funds Act" (UMIFA) and any

requirements placed on them by contract or donor agreements.

Investments of various funds may be pooled unless prohibited by statute or by terms of the gift or

contract. The University utilizes investment pools to manage investments and distribute investment

income. The University utilizes the following investment pools:

Long Term Investment Pool - This is an internal investment pool that is utilized for the invest-

ment of the endowment funds. Fund ownership is measured using the unitized method. Under

this method, each participating fund's investment balance is determined on the basis of the

number of units purchased multiplied times the current unit market value. The investment strategy,

including the selection of investment managers, is based on the directives of the University's

Endowment Board.



Credit Risk Categories - The University's investments (pooled and non-pooled) are categorized

below to give an indication of the level of risk assumed by the entity at year-end. The credit risk

categories are concerned with custodial credit risk, which is the risk that a government will not be

able to recover the value of investment or collateral securities that are in the possession of an outside

party if the counterparty to the investment transaction fails. There are three categories of credit risk.

Category 1 includes investments that are insured or registered or for which the securities are held by

the University or its agent in the University's name. Category 2 includes uninsured and unregistered

investments for which the securities are held by a counterparty's trust department or agent in the

University's name. Category 3 includes uninsured and unregistered investments for which the secu-

rities are held by the broker or dealer, or by a counterparty's trust department or agent but not in the

University's name.

A summary of the University's investments at June 30, 2003 is presented below.

Long Term Investment Pool

Fair Value

Risk Category

1 2 3 Total

Categorized Investments:

US Government Securities

Corporate Bonds

Corporate Stocks

Repurchase Agreement

Total Categorized Investments

$ 60,051.97

160.87

515,284.65

0.00

$ 575,497.49

$ 0.00

0.00

0.00

0.00

$ 0.00

$

$

2,551,302.64

12,162.83

195,019.13

1,602,330.00

4,360,814.60

$ 2,611,354.61

12,323.70

710,303.78

1,602,330.00

Investments Not Categorized:

Money Market Funds

Mutual Funds

Certificates of Deposit

6,325,598.28

18,634,768.32

521,000.00

Total Investments Not Categorized

Total Temporary Pool Investments

25,481,366.60

$ 30,417,678.69
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Non Pooled Investments

Risk Category

Total

Categorized Investments:

Corporate Stocks $ 0.00 $ 0.00 $ 33,824.84 $ 33,824.84

Total Categorized Investments $ 0.00

2

$ 0.00

$ 0.00

3

$ 33,824.84

$ 33,824.84

Investments Not Categorized:

Real Estate 765.63

Life Insurance 17,782.73

Total Investments Not Categorized 18,548.36

Total Non Pooled Investments $ 52,373.20

Total Investments

Risk Category

Total

Total Categorized Investments $ 575,497.49 $ O00 $ 4,394,639.44 $ 4,970,136.93

Total Investments Not Categorized 25,499,914.96

Total Investments $ 30,470,051.

Certificates of deposit reported, as investments are also a component of the deposit totals

reported in the deposit section of this note.

Note 3 - Endowment Investments

Investments of the University's endowment funds are pooled, unless required to be separately

invested by the donor. If a donor has not provided specific instructions, state law permits the

Board of Trustees to authorize for expenditure the net appreciation, realized and unrealized, of

the investments of the endowment funds.

Investment return of the University's endowment funds is predicated on the total return concept

(yield plus appreciation). When administering its power to spend net appreciation, the Board of

Trustees is required to consider the University's "long- and short-term needs, present and antici-

pated financial requirements, expected total return on its investments, price-level trends, and
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general economic conditions." Any net appreciation that is spent is required to be spent for the

purposes for which the endowment was established. The Board of Trustees chooses to spend only

a portion of the investment income (including changes in the value of investments) each year.

Under the policy established by the Board, 4.5 percent of the average market value of endowment

investments at the end of the previous three years has been authorized for expenditure. The remain-

ing amount, if any, is retained to be used in future years when the amount computed using the

spending policy exceeds the investment income.

At June 30, 2003, net appreciation of $4,293,937 was available to be spent of which $733,694 was

restricted to specific purposes.

Note 4 - Receivables
Receivables at June 30, 2003 were as follows:

Current Receivables:

Students

Accounts

Intergovernmental

Pledges

Interest on Loans

Other

Total Current Receivables

Noncurrent Receivables:

Pledges

Notes Receivables:

Notes Receivable - Current

Federal Loan Programs

Institutional Student Loan Programs

Other

Total Notes Receivable Current

Allowance

Gross for Doubtful Net

Receivables Accounts Receivables

$ 1,467,152.78 $ 146,715.28 $ 1,320,437.50

1,813,409.01 0.00 1,81*409.01

1,422,995.24 0.00 1,422,995.24

196,381.55 9,819.08 186,562.47

313,583.19 0.00 313,583.19

67,190.00 0.00 67,190.00

$ 5,280,711.77

53,932.91

$ 939,165.43

$ 5,124,177.41

51,135.41

857,234.29 85,468.62 771,765.67

78,121.14 0.00 78,121.14

3,810.00 0.00 3,810.00

85,468.62 853.696.81

Notes Receivable - Noncurrent

Federal Loan Programs 4,298,716.93

Other 7.619.80

Total Notes Receivable Noncurrent $ 4,306.336.73

426,269.64

0.00

3,872,447.29

7,619.80

426.269.64 $ 3.880.067.09



Note 5 - Capital Assets

A summary of changes in the capital assets for the year ended June 30, 2003, is presented as follows:

Capital assets, non-depreciable:

Land

Art, literature, and artifacts

Construction in progress

Total capital assets, non-depreciable

Capital assets, depreciable:

Buildings

Machinery and equipment

Infrastructure

Totals

Less accumulated depreciation for:

Buildings

Infrastructure

Machinery and equipment

Totals

Total capital assets, depreciable, net

Capital assets, net

Beginning

Balances

Adjusted for Ending

Depreciation Balances

June 30, 2002 Increases Decreases June 30, 2003

2,928,678.30 190,000.00 0.00 3,118,678.30

774,953.98 39,779.33 0.00 814,733.31

12,605,089.69 27.081,189.10 11,633,669.31

11,633,669.31

28,052,609.48

16,308,721.97 27.310,968.43 31,986.021.09

133,176,975.77 10,927,237.94 0.00 144,104.213.71

18,618,989.98 2,419,196.68 485,447.75 20,552,738.91

16.428,690.31 516,431.37 0.00 16,945,121.68

168,224,656.06 13,862,865.99 485,447.75 181,602,074.30

42,859,769.98 2,785,738.28 0.00 45,645,508.26

5,891,963.77 933,177.49 0.00 6,825,141.26

11,371,687.57 2,130,885.86 413,657.94 13,088,915.49

60,123,421.32 5,849,801.63 413,657.94 65,559,565.01

108,101,234.74 8,013,064.36 71,789.81 116,042,509.29

124,409,956.71 35,324,032.79 11,705,459.12 148,028,530.38

Note 6 - Accounts Payable and Accrued Liabilities

Accounts payable and accrued liabilities at June 30, 2003 were as follows:

Accounts Payable

Accrued Payroll

Other

Total Payables

$ 5,739,507.25

517,288.10

11,193.53

$ 6,267,988.88
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Note 7 - Long-Term Liabilities

A. Changes in Long-Term Liabilities - A summary of changes in the long-term liabilities for the year

ended June 30, 2003 is presented as follows:

Beginning Ending Current

Balances Additions Reductions Balances Portion

Leases, Bonds and Notes Payable:

Bonds Payable 39,035,000.00 37,276,547.72 2,662,525.47 73,649,022.25 3,180,000.00

Arbitrage Rebate Payable 10,301.45 37,177.20 0.00 47,478.65 47,478.65

Notes Payable 272,836.58 91.816.48 181.020.10 56,546.43

Leases Payable 366,028.98 88,557.96 277,471.02 96.597.51

Total Leases, Notes and Bond Payable

Compensated Absences

Total Long-Term Liabilities

37,313,724.92

38,746,584.92

2,842.899.91 74,154,992.02

Notes Payable - The University was indebted for notes payable for the purposes shown in the

following table:

'urpose

Revenue

Source

Financial

Institution

Interest

Rate/

Ranges

6.37

5.23

Final

Maturity

Date

Orginal

Amount

of Issue

Principal

Paid

Through

06/30/03

Principal

Outstanding

06/30/03

'arking Lot Construction

'arking Lot Construction

P

P

Centura

BB&T

08/16/03

02/02/07

$ 698,300.00

430.000.00

$ 687.017.41

260.262.49

$ 11.282.59

169.737.51

fotal Notes Payable $ 1,128,300.00 $ 947.279.90 $ 181.020.10
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C. Bonds Payable - The University was indebted for bonds payable for the purposes shown in the

following table:

Interest Final Original Principal Principal

Revenue Rate Maturity Amount Paid Through Outstanding

Purpose Source Series Ranges Date of Issue 6/30/03 6/30/03

Dorm and Dining Hall

Construct Dorm R&D B 7.5 - 8.0 01/09 $ 1.400,000.00 $ 815,000.00 $ 585,000.00

Construct Dorm R&D C 5.5 - 6.0 01/03 1,600,000.00 1 ,600,000.00 0.00

Construct Dorm R&D 1) 5.5 - 6.0 01/04 1 ,600,000.00 1 ,475,000.00 125,000.00

Construct Dorm R&D II 5.9 - 6.75 01/04 3.285,000.00 2.910.000.00 375.000.00

Construct Dorm R&D I 4.2 - 5.0 01/09 10.735,000.00 4,865,000.00 5.870,000.00

Construct Honors Dorm R&D .1 4.6 - 5.4 01/18 6,440,000.00 1.060,000.00 5,380,000.00

25,060,000.00 12.725,000.00 12,335,000.00

Physical Education System A

Construct Trask Coliseum B 3.3 - 5.5 01/10 1,140,000.00 535,000.00 605,000.00

Union Revenue System

Refund 1990

Recreation Revenue

Construct Recreation

General Revenue

Construct Dorm

Westside, Parking, Apts

Union Construction

Bond Premium

Bond Issuance

Total Bonds Payable

1997 4.8-5.0 01/11 4.300,000.00 1,105,000.00 3.195.000.00

1998 4.5-4.75 01/09 10,300,000.00 1,430.000.00 8,870,000.00

2002A 3.0-5.0 01/23

2002B 10/02

2003A 04/03

1 1 ,500,000.00

6,735,000.00

30.000,000.00

0.00 1 1 .500,000.00

95,000.00 6,640,000.00

0.00 30,000,000.00

808.018.73

(303,996.48)

$ 89.035,000.00 $15,890,000.00 $73,649,022.25

The University does not have any variable rate bonds.
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D. Annual Requirements - The annual requirements to pay principal and interest on the long-term

obligations at June 30, 2003 are as follows:

Annual Requirements

Bonds Payable Notes Payabli

Fiscal Year Principal Interest Principal Interest

2004 $ 3,180.000.00 $ 3,061,234.22 $ 56,546.43 $ 8.091.35

2005 3,575.000.00 3,298,298.76 45,263.16 5.622.25

2006 3,725,000.00 3,150,886.26 45,263.16 3,254.99

2007 3,875,000.00 2,995,358.76 33,947.35 887.72

2008 3,890,000.00 2,830,181.26

2009-2013 15,890,000.00 11,744,316.30

2014-2018 16,405,000.00 8,135,930.00

2019-2023 13,380,000.00 4,075,722.50

2024 and thereafter 9.225,000.00 1,317,956.28

Total Requirements $ 73,145,000.00 $ 40,609,884.34 $ 181,020.10 $ 17,856.31

Note 8 - Lease Obligations

A. Capital Lease Obligations - Capital lease obligations relating to Athletic Field Lighting equipment

are recorded at the present value of the minimum lease payments. Future minimum lease payments

under capital lease obligations consist of the following at June 30. 2003:

Fiscal Year

2004

2005

2006

Total Minimum Lease Payments

Amount Representing Interest

(8.72% Interest Rate)

Present Value of Future Lease Payments

$ 116,995.44

116,995.44

77,996.95

$ 311,987.83

34.516.81

$ 277.471.02

Leased assets amounted to $178,214.59 at June 30, 2003.
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B. Operating Lease Obligations - Future minimum lease payments under non-cancelable operating

leases consist of the following at June 30, 2003:

Fiscal Year Amount

2004 $ 432,410.10

2005 344,828.82

2006 201,715.05

2007 88,980.88

Total Lease Payments $ 1,067,934.85

Rental expense for all operating leases during the year was $433,150.26

Note 9 - Revenues

A summary of eliminations and allowances by revenue classification and revenues pledged as security

for revenue bonds is presented as follows:

Operating revenue:

Student tuition and fees

Sales and Services

Sales and services

of auxiliary enterprises:

Residential life

Dining

Student Union

Recreation

Parking

Athletic

PE System

Other

Sales and services of

educational and

related activities

Total sales and services

Nonoperating.

noncapital gifts

Gross

Revenues

7,755,811.46

5,705,061.81

1.134,685.22

1.145,544.83

1,728,966.86

4,993.882.97

195,536.72

279,558.57

1.775.172.47

Internal Less: Less:

Sales Scholarship Allowance for

liminations Discounts Uncollectibles

$ 46,503.28 1 .00 $ $ 3,121.564.68

$24,714,220.91 $6,087,608.77 $

$ 2,736.217.82 $ $

Net

Revenues

Net Revenues

Pledged as

Security for Debt

72.693.66 $43,309,022.66

5,989.96 7,749,821.50 7,749,821.50

2,698.00 5,702.363.81 5.702,363.81

1 ,022.50 1,133,662.72 1,133,662.72

1.087.79 1,144,457.04 1.144,457.04

6.932.91 1,722,033.95

3,644.17 4,990,238.80

0.00 195,536.72 195,536.72

1 1 ,602.79 (5.819,652.99)

0.00 1,775.172.47

0.00 $ 32.978.12 $18,593,634.02 $ 15.925.841.79

$ 12,616.58 $ 2,723.601.24 $
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Note 10 - Operating Expenses by Function

The University's operating expenses by functional classification are presented as follows:

Salaries Supplies

1,069,561.81

Services

5,028,305.64

Scholarships

140,156.25

Utilities Depreciation Total

Instruction 44,620,252.87 50,858,276.57

Public Service 1,236,283.91 87,621.63 690,891.28 33.139.00 (3.64) 2,047,932.18

Organized research 6,531,876.66 1,015,982.69 5,346,696.13 45,418.65 16,757.25 12,956,731.38

Libraries 1,924,282.89 58,550.34 2,407,299.59 4,390,132.82

Academic Support 3,880,216.64 176,234.68 1,573,286.13 5,629,737.45

Student Services 3,998,275.37 343,616.86 1,456,671.28 5,798,563.51

Institutional Support 9,822,573.60 291,291.77 3,266,998.95 13,380,864.32

Physical Plant 7,581,890.11 804,778.45 6,583,179.79 3,554.282.07 18,524,130.42

Auxiliary Enterprises 7,129,023.88 1,224,850.23 8,447,136.74 (598,823.70) 1,133,928.65 17,336,115.80

Financial Aid 282.32 (101,781.15) 5,871,037.94 5,769,539.11

Depreciation 5,395,198.50

5,395.198.50

5.395,198.50

Total 86,724,675.93 5,072,770.78 34,698,684.38 5,490,928.14 4.704.964.33 142,087,222.06

Note 11 - Pension Plans

Retirement Plans - Each permanent full-time employee, as a condition of employment, is a member

of either the Teachers' and State Employees' Retirement System or the Optional Retirement Pro-

gram. Eligible employees can elect to participate in the Optional Retirement Program at the time of

employment; otherwise they are automatically enrolled in the Teachers' and State Employees'

Retirement System.

The Teachers' and State Employees' Retirement System is a cost sharing multiple-employer defined

benefit pension plan established by the State to provide pension benefits for employees of the State,

its component units and local boards of education The plan is administered by the North Carolina

State Treasurer.

Benefit and contribution provisions for the Teachers' and State Employees' Retirement System are

established by North Carolina General Statute 135-5 and 135-8 and may be amended only by the

North Carolina General Assembly. Employer and member contributions rates are set each year by

the North Carolina General Assembly based on annual actuarial valuations. For the year ended

June 30, 2003, the General Assembly required no contribution by employers and 6% of covered

payroll for members.

For the year ended June 30, 2003, the University had a total payroll of $73,733,257, of which

$36,404,838 was covered under the Teachers' and State Employees' Retirement System. Total em-

ployee and employer contributions for pension benefits for the year were $(A) 2, 184,290 and $(B) 0,

respectively. The University made one hundred percent of its annual required contributions for the

years ended June 30, 2003, 2002, and 2001, which were $0, $682,208, and $1,740,503, respectively.

The Teachers' and State Employees' Retirement System's financial information is included in the

State of North Carolina Comprehensive Annual Financial Report. An electronic version of this

report is available by accessing the North Carolina Office of the State Controller's Internet home

page http://www.osc.state.nc.us/ and clicking on "Financial Reports", or by calling the State

Controller's Financial Reporting Section at (919) 981-5454.
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The Optional Retirement Program (Program) is a defined contribution retirement plan that provides

retirement benefits with options for payments to beneficiaries in the event of the participant's death.

Administrators and eligible faculty of the University may join the Program instead of the Teachers'

and State Employees' Retirement System. The Board of Governors ofThe University of North Caro-

lina is responsible for the administration of the Program and designates the companies authorized to

offer investment products. The Board has authorized the following carriers: Teachers' Insurance and

Annuity Association - College Retirement Equities Fund (TIAA-CREF), Lincoln Life Insurance

Company, Variable Annuity Life Insurance Company (VALIC), and Fidelity Investments. Partici-

pants may elect to allocate their contributions and the University contributions to the carrier of their

choice. Each carrier offers a variety of investment funds, including both fixed and variable account

investment options and mutual funds.

Participants in the Program are immediately vested in the value of employee contributions. The

value of employer contributions is vested after five years of participation in the Program. Partici-

pants become eligible to receive distributions when they terminate employment or retire.

Participant eligibility and contributory requirements are established by General Statute 135-5.1.

Employer and member contributions rates are set each year by the North Carolina General Assembly.

For the year ended June 30, 2003, these rates were set at 6.84% of covered payroll for employers and

6% of covered payroll for members. The University assumes no liability other than its contribution.

For the year ended June 30, 2003, the University had a total payroll of $73,733,257, of which

$26,900,297 was covered under the Optional Retirement Program. Total employee and em-

ployer contributions for pension benefits for the year were $(C) 1,614,018 and $(D) 1,839,980,

respectively.

(A) 6% of TSERS covered payroll

(B)

(C) 6% of ORP covered payroll

(D) 6.84% of ORP covered payroll

Deferred Compensation and Supplemental Retirement Income Plans IRC Section 457 Plan -

The State of North Carolina offers its permanent employees a deferred compensation plan created in

accordance with Internal Revenue Code Section 457 through the North Carolina Public Employee

Deferred Compensation Plan (the Plan). The Plan permits each participating employee to defer a

portion of his or her salary until future years. The deferred compensation is available to employees

upon separation from service, death, disability, retirement or financial hardships if approved by the

Board of Trustees of the Plan. The Board, a part of the North Carolina Department ofAdministration,

maintains a separate fund for the exclusive benefit of the participating employees and their benefi-

ciaries, the North Carolina Public Employee Deferred Compensation Trust Fund. The Board also

contracts with an external third party to perform certain administrative requirements and to manage

the trust fund's assets. All costs of administering and funding the Plan are the responsibility of the

Plan participants. No costs are incurred by the University. The voluntary contributions by employees

amounted to $131,079 for the year ended June 30, 2003.

IRC Section 401(k) Plan - All members of the Teachers' and State Employees' Retirement System

and the Optional Retirement Program are eligible to enroll in the Supplemental Retirement Income

Plan, a defined contribution plan, created under Internal Revenue Code Section 401(k). All costs of

administering the plan are the responsibility of the Plan participants. No costs are incurred by the

University except for a 5% employer contribution for the University's law enforcement officers,

which is mandated under General Statute 143- 166.30(e). Total employer contributions on behalf of
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University law enforcement officers for the year ended June 30, 2003 were $51,527. The voluntary

contributions by employees amounted to $525,433 for the year ended June 30, 2003.

IRC Section 403(b) and 403(b)(7) Plans - Eligible University employees can participate in tax

sheltered annuity plans created under Internal Revenue Code Sections 403(b) and 403(b)(7). The

employee's eligible contributions, made through salary reduction agreements, are exempt from

federal and state income taxes until the annuity is received or the contributions are withdrawn.

These plans are exclusively for employees of universities and certain charitable and other non-

profit institutions. All costs of administering and funding these plans are the responsibility of the

Plan participants. No costs are incurred by the University. The voluntary contributions by employees

amounted to $1,208,657 for the year ended June 30, 2003.

Note 12 - Other Postemployment Benefits

Health Care for Long-Term Disability Beneficiaries and Retirees - The University participates in

State-administered programs which provide postemployment health insurance to eligible former

employees. Eligible former employees include long-term disability beneficiaries of the Disability

Income Plan of North Carolina and retirees of the Teachers' and State Employees' Retirement

System or the Optional Retirement Program. These benefits were established by Chapter 135, Article 3,

Part 3, of the General Statutes and may be amended only by the North Carolina General Assembly.

Funding for the health care benefit for long-term disability beneficiaries and retirees is financed on a

pay-as-you-go basis. The University contributed 2.35% of the covered payroll under the Teachers'

and State Employees' Retirement System and the Optional Retirement Program for these health care

benefits. For the fiscal year ended June 30, 2003, the University's total contribution to the Plan was

$1,487,671. The University assumes no liability for retiree health care benefits provided by the pro-

grams other than its required contribution. Additional detailed information about these programs can

be located in the State of North Carolina's Comprehensive Annual Financial Report.

Long-Term Disability - The University participates in the Disability Income Plan of North Carolina

(DIPNC). Established by Chapter 135, Article 6, of the General Statutes, DIPNC provides short-term

and long-term disability benefits to eligible members of the Teachers' and State Employees'

Retirement System or the Optional Retirement Program. Long-term disability income benefits are

advance funded on an actuarially determined basis using the one-year term cost method. The Univer-

sity contributes .52% of covered payroll under the Teachers' and State Employees' Retirement

System and the Optional Retirement Program to the DIPNC. For the fiscal year ended June 30, 2003.

the University's total contribution to the DIPNC was $329,187. The University assumes no liability

for long-term disability benefits under the plan other than its contribution. Additional detailed

information about the DIPNC is disclosed in the State of North Carolina's Comprehensive Annual

Financial Report.

Note 13 - Risk Management

The University is exposed to various risks of loss related to torts; theft of, damage to, and destruction

of assets; errors and omissions; injuries to employees; and natural disasters. These exposures to loss

are handled via a combination of methods, including participation in State-administered insurance

programs, purchase of commercial insurance, and self-retention of certain risks. There have been no

significant reductions in insurance coverage from the previous year and settled claims have not

exceeded coverage in any of the past three fiscal years.
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Tort claims of up to $500,000 are self-insured under the authority of the State Tort Claims Act. In

addition, the State provides excess public officers' and employees' liability insurance up to $ 1 1 ,000,000

via contract with a private insurance company. The University pays the premium, based on a com-

posite rate, directly to the private insurer.

The University is required to maintain fire and lightning coverage on all State-owned buildings and

contents through the State Property Fire Insurance Fund (Fund), an internal service fund of the State.

Such coverage is provided at no cost to operations supported by the State's General Fund. Other

operations not supported by the State's General Fund are charged for the coverage. Losses covered

by the Fund are subject to a $500 per occurrence deductible except for theft losses carry a $1,000 per

occurrence deductible. The University also purchased through the Fund extended coverage, sprinkler

leakage, business interruptions, vandalism, theft and "all risks" for buildings and contents. Wind

coverage is provided by the Fund and its reinsurer but the University has $100,000 deductible per

building or $500,000 deductible per occurrence. However, for losses involving a named storm, such

as a hurricane, the University's deductible is increased to 1% of the total value of a building and its

contents up to a maximum of $3,000,000 per occurrence, but not less than $ 1 00,000 per occurrence.

All State-owned vehicles are covered by liability insurance through a private insurance company and

handled by the North Carolina Department of Insurance. The liability limits for losses occurring

in-state are $500,000 per claim and $5,000,000 per occurrence and out-of-state are $1,000,000 per

claim and $5,000,000 per occurrence. The University pays premiums to the Department of Insurance

for the coverage.

The University is protected for losses from employee dishonesty and computer fraud. This coverage

is with a private insurance company and is handled by the North Carolina Department of Insurance.

Universities are charged a premium by the private insurance company. Coverage limit is $5,000,000

per occurrence with a $50,000 deductible and a 10% participation in each loss above the deductible.

Other coverage not handled by the North Carolina Department of Insurance is purchased through the

State's insurance agent of record.

University employees and retirees are provided comprehensive major medical care benefits. Cover-

age is funded by contributions to the State Health Plan (Plan), a pension and other employee benefit

trust fund of the State of North Carolina. The Plan has contracted with third parties to process claims.

The North Carolina Workers' Compensation Program provides benefits to workers injured on the

job. All employees of the State and its component units are included in the program. When an em-

ployee is injured, the University's primary responsibility is to arrange for and provide the necessary

treatment for work related injury. The University is responsible for paying medical benefits and

compensation in accordance with the North Carolina Workers' Compensation Act. The University is

self-insured for workers' compensation.

Term life insurance (death benefits) of $25,000 to $50,000 is provided to eligible workers. This

Death Benefit Plan is administered by the State Treasurer and funded via employer contributions.

The employer contribution rate was .16% for the current fiscal year.

Additional details on the State-administered risk management programs are disclosed in the State's

Comprehensive Annual Financial Report, issued by the Office of the State Controller.
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Note 14 - Commitments and Contingencies

A. Commitments - The University has established an encumbrance system to track its outstanding

commitments on construction projects and other purchases. Outstanding commitments on construc-

tion contracts were $21,185,225 and on other purchases were $3,836,977 at June 30, 2003.

B. Pending Litigation and Claims - The University is a party to (other) litigation and claims in the

ordinary course of its operations. Since it is not possible to predict the ultimate outcome of these

matters, no provision for any liability has been made in the financial statements.

C. University management is of the opinion that the liability, if any, for any of these matters will not

have a material adverse effect on the financial position of the University.

D. University Improvement General Obligation Bonds - The 1999-2000 Session of the General

Assembly of North Carolina authorized the issuance of two billion five hundred million dollars of

general obligation bonds of the State, as subsequently approved by a vote of qualified voters of the

State, to provide funds for capital improvements for the University of North Carolina. The funds

authorized are to be used solely for capital facilities cost on the University of North Carolina

campuses as specified in the legislation. The bond legislation specifies the amount of bond fund-

ing for each University campus and the level of bond funding intended for each project. The bonds

are authorized to be issued over a six-year period beginning in 2001 at a level not to exceed

amounts provided in the legislation. Using a cash flow financing approach. The University of

North Carolina - General Administration (UNC-GA), establishes annual amounts not to exceed

for each approved project. The amounts not to exceed are subject to change due to actual cash

availability and needs during the year. Subsequent to the bond sales and the availability of bond

proceeds, UNC-GA notifies the Office of State Budget and Management (OSBM) of the amounts

not to exceed for each approved project. Within these amounts, based on an official request of cash

needs from the University, OSBM authorizes allotments. The University records the allotments as

revenue on the accompanying financial statements. In addition, amounts not allotted but accrued

as expended at year-end are recorded as revenue. The University's remaining authorization

$92,828,019 is contingent on future bond sales and OSBM allotment approval. Because of uncer-

tainty and time restrictions the remaining authorization is not recorded as an asset or revenue on

the accompanying financial statements.

E. Other Contingent Receivables - The University has received notification of other gifts and grants

for which funds have not been distributed by the resource provider and for which conditions attached

to the gift or grant have not been satisfied or, in the case of permanent endowments, cannot begin to

be satisfied. In accordance with accounting principles generally accepted in the United States of

America, these amounts have not been recorded on the accompanying financial statements. The

purpose and amount of other contingent receivables at year-end is as follows:

Purpose

Permanent Endowment $ 61,820.25



Note 15 - Related Parties

Foundations - There are three separately incorporated non-profit foundations associated with the

University. These foundations are the Foundation of UNCW, the Alumni Association ofUNCW, and

the Student Aid Association.

These organizations serve as the primary fundraising arm of the University through which individuals,

corporations and other organizations support University programs by providing scholarships,

fellowships, faculty salary supplements, and unrestricted funds to specific colleges and the

University's overall academic environment. The University's financial statements do not include

the assets, liabilities, net assets or operational transactions of the foundations, except for support

from each organization to the University. This support approximated $1,457,958 for the year ended

June 30, 2003.

Note 16 - Net Asset Restatement(s)

As of July 1, 2002, net assets as previously reported were restated as follows:

June 30, 2002 fund equity as previously recorded $ 154,737,736.54

Record accumulated depreciation for landscaping (454,603. 1 3)

June 30, 2002 Net Assets as Restated $ 154,283,133.41
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The Board of Trustees and University Officers June 30, 2003

The Board of Trustees

Franklin L. Block

Chairman

University Officers and Deans

James R. Leutze

Chancellor

JeffD. Etheridge, Jr.

Vice Chairman

Alfred P. Carlton, Jr.

Secretary

Larry J. Dagenhart

Charles D. Evans

Lee Brewer Garrett

John A. (Sandy) McNeill, Jr.

Katherine B. Moore '73

R. Allen Rippy, Sr.

Linda Upperman Smith

Krista S. Tillman

Dennis T. Worley

Zachary A. Wynne
SGA President

Office of Business Affairs

Timothy A. Jordan

Vice Chancellorfor Business Affairs

Sharon H. Boyd

Associate Vice Chancellorfor Business

and Support Services

Edward R. Davis

Associate Vice Chancellorfor Facilities

Kay Ward

Associate Vice Chancellorfor Finance

Timothy A. Jordan

Vice Chancellorfor Business Affairs

James C. Edmundson, Jr.

Interim Vice Chancellorfor Public Service

and Continuing Studies

Patricia L. Leonard

Vice Chancellorfor Student Affairs

Mary M. Gornto

Vice Chancellorfor University Advancement

Paul E. Hosier

Interim Provost and Vice Chancellorfor Academic Affairs

Robert E. Tyndall

Vice Chancellorfor Information Technology Systems

Lawrence S. Clark

Dean, Cameron School of Business

VirginiaW Adams
Dean, School ofNursing

Jo Ann M. Seiple

Dean, College ofArts and Sciences

Cathy L. Barlow

Dean, Watson School ofEducation

Robert D. Roer

Dean, Graduate School

The Financial Report was printed with non-state funds and was prepared by Financial Services.
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The University of North Carolina at Wilmington is committed to and will provide equality of educational and employment opportu-

nity for all persons regardless of race, sex, age, gender, color, national origin, ethnicity, creed, religion, disability, sexual orientation,

political affdiation, martial status, or relationship to other university constituents— except where sex, age, or ability represent bona

fide educational or occupational qualifications or where marital status is a statutorily established eligibility criterion for State funded

employee benefit programs. Further, the university seeks to promote campus diversity by enrolling and employing a large number of

minorities and women where these groups have historically been and continue to be under-represented within the university in

relation to availability and extends preference in staff employment to veterans and current State employees seeking promotion.

To ensure that equal educational and employment opportunity exists throughout the university, a results-oriented equal opportunity/

affirmative action program has been implemented to overcome the effects of past discrimination and to eliminate any artificial

barriers to educational or employment opportunities for all qualified individuals that may exist in any of our programs. The univer-

sity aims to achieve, within all areas of the university community, a diverse student body, faculty, and staff capable of providing for

excellence in the education of its students and for the enrichment of the total university community.

The University of North Carolina at Wilmington affirms its commitment to equality of educational and employment opportunity in

its relationships with all members of the university community and its commitment to the elimination of any documented historical

and continuing under-utilization of women and minorities among the student body or employee complement. The University of

North Carolina at Wilmington is committed to this program and is aware that with its implementation, positive benefits will be

received from the greater utilization and development of previously under-utilized human resources.

Questions regarding program access should be referred to the Compliance Officer, UNCW Chancellor's Office, 601 South College

Road, Wilmington, NC 28403-5931, (910) 962-3000; (910) 962-3483 (Fax). Printed on recycled paper.
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